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Dear Applicant:

This is ir reply to your application for rzcognition of

exenpgTticn under secticn 501(c)(5) of the Intarnal Revenua Czde.

We have reviewed the information you have submitted and have

concluded that ycu do not qualify for reccgnition of exemption
under section 501(c) (6) of the Ccde.

You are an association of manufacturers of computers and

related techinlog:. Your founders were ;
I ;
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Your purpose is to promote the development and use of

standardized coamputer specifications for the design of compucer

hardwarz and software so that computer users may use their
applications sof%ware on a greater range of computer hardware
systens. You state that you will ctandardize the conputer
specificaticns that define the points at which the operating

systen and the applications software interact with the computer

hardware. You call the standardized specifications the

You state that you are designing Bl to function with the
BN architecture. You selected the HEEEEEE architecture
because it employee fawer commands than other available

architectures thereby allowing it to operate at greater speeds.

You also note that M will not be limited to any particular
manufacturer of cczputer hardware or to any particular de
nw ‘o tw e w . N N e , . 'La.",
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company are EEM~compliant. You anticipate teceiptsﬁpt_as— e

in the girst year that the testing progran’is conduct

&

veloper

e | ng “you'will also . -' ‘-
manage a_ lab to perforn the certification tests on the hardwars .. °
- nd software, or oversece the certification tests performed at an = -
~.outside lab to ensure that hardvare and softvare daveloped by any - -~ -~




Bl of your activities will be dawvctad to the certification
procass.

In your applicaticn, you sta=z2 <haz [ is used in
ceniunczion with computar hardwarz zhat iacorscratas the I
cenputer chip. The I chis .s a nev chip being developed by
a joint wventure xncwn as I, ~hich was Icrmed by HE,
I, =< Bl /cu stat2 thet che HEEE chip will alleow
a ccmputar to perforn prccesses simultanecusly. The chip will ke
used by many manuifacturers of cemputer hardware. You stata thazt
you will not prcomota the use of the HEEEE ccomputer chip, ner
will the certification process test whether the M chip is
used by any hardware manufacturer that asks you to conduct tests
on i%s produrscs.

.
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/cu also pilan to publish a manual seczting fera the HH
specificatiocns that will ke availazla =tz the public for a nominal
fee. You will also have an electronic bulletin board and
technicians to answer questicns £rca callers who ars designiry
Bl -ccnpliant hardvars and seftyvara.  Finmally, ycu state that you
will cffer classes on writzing Hlll-ccxrcliant pregrans. You
stata that these services will ke cfZzared Zsr 2 neninal fee.

Ycu have

4! sponsor aenmkers;
princigpal menbers
pte
-

ers:

e zembers. You currznt=ly have
f£ive zpenscr memi ;
dues for sgcnsor

. e annual
memters are SHEEE. Hcvever, £o feccme 1 sponscr memker, the
rganizatisn IUst provide an amount nct less chan S 2
an initiul cemmitment, with such ccmmitnent reprasenting an
iniciaticn fee plus the first year’s annual dues. ‘four by-iaws
provide that each sponsor menmker 1s entitled to appoint one

director to your board of directers. 1In addition, the sponscr
menber may appoint a representative t3 ycur operating committee,
technical steering committee, and to each of ycur working groups.
They alsoc receiwve early access to ycur licensed programming code.
In your articles of incorgporation ycu state that if at any tize
the number of sponsor members entitled to elect a director falls
kalow three, the association shall be dissoclved.

You have two principal menters: | :-d
. Principal members elect the at~large directors cf
the board of directors, and 2t least one and as many as four
representatives to serve on the operating committee and each
working group.

You have atout [l asscciate zezkers. By invitation,
assoclate members may participate in the technical steering
ccanittee or a werking grau




All classes of members are entitled to receive your
publications; license programming ccde developed as a result of
Yeur testing of cemputer nardwarz and scitwara; and all meetings
T the general menmkership.
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Your propesed budget and othe ial infermation
establish that development, premetion and compliance testing ars
yeur primary activities,

[ R
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Section 501(c) (6) of the Code exenpts from federal inceome tax
business leagues, chambers of conmerce, real estate boards, or
boards of trade, not organized for prorit and no part of the nec
earnings of which inuress to the benefic of any private
siarz2helder or indiwvidual.

Section 1.501(c)(6)-1 of the Income Tax Requlations defines
a business league as an association of serscns having some common
business interest, the purnose of which is to premota such comnen
interest and not to engage in a regular business of a kind

crdinarily carried cn for profit. It is an organization of the

same general class as a chamker of commerze or board of trade.
Thus, its activities should ke directad tewards the improvement
of business conditions in one or mere lines of business as

distinguished from the periormance of parzicular services for
individual persens.

In Maticnal Muffler Dealars As’n, Inc. . B.5., 440 U.S.
472(1979), the United States Suprerme Court held that a trade
organization for muffler dealers, which confined its membership
to dealers franchised by a particular cemrany and its activities
to the business of that company, does not qualify for exemption
because the association is not engaged in the imprcvement of
business conditions of a line of business. The Court further
concluded that exemption under section 501(c) (6) is not available

to aid one group in competition with ancther within an industry.

In National Prime Users Group, Inc. v. U.S., 60 AFTR 2d 87~
5564 (D.C. Md 1987), the Court held that an organization which
serves the needs of users of a specific brand of computer
promotes only a segment of a line of business and is not exempt.

In Guide International Corp. v. U.S., No. 89 TC 2345 (May 8,
1990), the court concluded that an asscciaticn of computer users
did not qualify for exemption under section 501(c) (6) of the Code .
because it benefited essentially users of IBM equipment.

Rev. Rul. 68-264, 1963-1 C.B. 264, defines a particular
service for the purposes of secticn 501(c) (6) of the Code as

an




activity that serves as a convenis
mencers of the organizaticn in =He
businesses.

nc

Rev. Rul. 70-137, 1970-1 C.3. 121, helds that a nenprof
organization formed by manuracTurers of a particular preducs
conduct a program of testing and certification of the preducst
establish acceptable standards within the industry as a wholsa
qualifies for exemption under section 501(c) (6) of the Code.
Approximataly 90 percent of the manufacturers in the industxy
rarticipated in the prog . The descrined organization was hreld
TO bhe exempt as a self-r wlatery aeasurs o PDra2vent trade aguses
in the industrv.

Rev. Rul. 74-147,
organization whose memke - T di iZied tusinesses
cwn, rent, or lease digi : by various
manufacturers, and which is or iz i the erffic
of its members’ use of computes 1£i axemption
section 501(c) (6) of the Cade. T objective of
organization was to provide a forum exchange or
information which will lead to the ne icient utilizaticn

cmputers by its members and other i;
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Rev. Rul. 83-164,
organization whose zemke ) i £ businesses that
reduced by a single conputer
manufacturer dees not gqualify feor exemption frem federal inceme
tax as a business league under sec:tion 3501(c) (6) of the Cade.

Although standardization has been traditicnally reccgnizegd
as an exempt section 501(c) (6) purpose. However, as indicated in
Rev. Rul. 70-187, the reascn that a standard setting organization
is exempt is that it operatas as a self-ragulatory measure to
prevent trade akuses in the industry.

The information submitted does not indicate that you are
operated as a self-regqulatory measure to Prevent trade abuses in
the industry. Instead, you appear to be operated to research,
develop and promote the B :rchitecture.

.Furthermore, the information submitted establishes that you
are primarily interested in establishini and improving the

position in the market place that architecture currently
has. This architecture system is in competition with other




systems. It does not matter that vour members ars in competition
with each cother for a shars of the market and that this is an
open systam. The key consideraticn is whether your activities
give a2 competitive edge to vour sgecial archizecturse as opposed
to another. [ architzcturs is the equivalent of a brand
name. Thersfore, we have concluded that you do not qualify for
exemption under section 501(c)(6) of the Ccde because you ars not
ccting on behalf of a recognizable line of business. This is in
keeping with the holdings in the above cited court cases and Rev.
Rul. 83-164.

As indicatad above, because vecu are promoting the sguivalent
©f a brand name, the holding in Rev. Rui. 74-147 is not
applicable. The organization descriked in that revenue ruling
was an educational organization and its actions did not provide a
competitive advantage to cne group of users.

In addition, by establishing a system whereby your menmbers
and othars can have their preoduct certified as meeting certain
recognizablie standards, you are providing a particular service +o
them. You have established a vehicle which relieves them of the
Problens encountered in testing a pProgram or a piece of hardware
for compatibility with a system. This is an econony or a
convenience to them. See Rev. Rul. 63-147.

Based on the forsgoing, you do not qualify for exemption from
federal income tax as an organization described in section
501(c) (G) of the code. Accordingly, you are required to file
federal income tax returns.

You have the right to protest this ruling if you believe it
is incorrect. To protest, you should submit a statement of your
views, with a full explanation e¢f your reasoning. This
statement must be submitted within 30 days from today, in
duplicate, and must be signed by one of your principal officers.
When sending a protest or other correspondence with respect to
this case, you will expedite its receipt b lacin e following
symbols on the envelope: . These
symbols do not refer to your case, but rather to its location.

You also have the right to a conference in this office after
your protest statement is submitted. If you desire a
conference, you must request it when you file your prot~st
statement. If you are to be represented by someone who is not
one of your principal officers, that person must file a proper
power of attorney and other.ise qualify under our Conference and
Practice Requirements.
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